Land O’Lakes Opposes Proposals Seven and Eight

Proponents of Proposal 7 say that it is as likely in the Southwest for a farm’s
weight and test to be higher when compared to the level determined by the
plant as is the inverse, While the average daily deliveries of farmers in the
Southwest and Arizona orders may be larger than a truckload, dairy farmers
pooled on the other orders are far more likely to be combined and
commingled on the milk truck, so that a full load of milk is delivered to the
dairy. During 2006 the average daily production for farmers pooled on the
Federal orders was 6,264 pounds per day, which means that on average there
were four dairy farmers on every load of milk delivered. In the largest
Federal orders, the Northeast and the Midwest, the average daily production
is only about 4,500 pounds. In the Northeast, it is not uncommon to have
ten or more producers commingled on a single load of milk.

Proponents state that dairy farmers, pooled on the Florida, Southwest,
Arizona and Pacific Northwest orders, produce, on average, greater than a
truck-load of milk every other day. However, the average number of
producers, pooled on those orders, totals fewer than 2,000 dairy farmers and
represents less than four percent of all dairy farmers pooled on federal orders
during 2006 (Federal Milk Order Statistics, Annual Summary 2006, Tables 5
and 7).

Over time, the practice of selling commingled loads of milk has produced a
specific set of sales norms. For instance, in the six Federal orders in which
Land O’Lakes pools milk, all sales are priced at farm weights and tests.
Even if a plant negotiated a plant weight and test sales agreement, there
would be no way to specifically associate a farmer’s weight and test when
there are at least three other farmers on the load.

Additionally, the practice in the Northeast and the Midwest is to take
component tests on one sample of the producer’s milk per week. The
weekly butterfat, protein and other solid samples are averaged together to
determine the farmer’s monthly component tests. The farmer is paid on
those averages and the buyers are billed on those averages. While a farmer’s
fat test may, for example, vary by as much as four tenths of a percent (0.4%)
between weekly samples, the milk plants that buy producer milk are billed
based on the producer’s average monthly component tests. If a plant does
not buy the milk of a dairy farmer every day of the month, it is extremely
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likely that the test of a producer on any one day varies from the monthly
average component value that the plant is billed.

Taking a weight measure of a liquid product is also an imprecise science.
Milk truck drivers take sight or stick measurements at the bulk tank prior to
agitating the milk for sampling. The measurement, usually expressed in
inches, is checked with a chart and translated into an estimate of the bulk
tank volume expressed in pounds. After the weighing and sampling
procedures, the milk truck driver pumps the milk on the truck in a process
that usually leaves a small portion of the milk on the milk house floor.
Additionally, milk solids are left on the sides of the bulk tank, requiring a
tank wash and sanitation before the next milking. Obviously fewer milk
solids are delivered to the milk plant than were recorded at the farm.

It is usually stipulated in contracts between Land O’Lakes and their
customers that a twenty-five hundredths percent (0.25%) difference between
farm and plant scale weights is a normal and acceptable margin of shrinkage.
Normally the contracts call for investigation when a particular load of milk
exceeds one half percent (0.5%) shrinkage.

Land O’Lakes owns and operates a modern butter and powder plant in
Carlisle PA. While the plant received over a billion pounds of milk in 2006,
it also received cream, skim condensed and fluid buttermilk products. Also,
while its primary outputs were non-fat dry milk and butter, the plant also
processed whole and buttermilk powders, bulk milk, cream, and condensed
milk and buttermilk products. The plant’s cost accountants track all SNF
and fat pounds brought into the plant and the volumes of SNF and fat
contained in the plant’s products leaving the plant.

Every truck into the plant must cross one of the plant’s scales before
delivery and departure. While each milk truck is not sampled for
components, each silo of milk is sampled and its test is recorded along with
the total milk volume contained in the silo, which is derived from the scale
truck weights. Each day at mid-night a tally of the milk received for the day
and all silo tests is compiled to develop a daily report of SNF and fat
received. Deliveries of products other than milk are individually weighed
and tested and their volumes and components are also added to the daily
mass balance report.



During 2006 the Carlisle facility experienced 0.343 percent shrinkage
between farm weights and plant weights and 0.511 percent shrinkage in
butterfat.

Just as the Carlisle facility compares component values paid for against
component values received, the plant also measures the components in the
manufactured products. Fat and solids tests are made on each product
processed and are tallied to determine plant losses.

During 2006 Carlisle lost one point eight percent (1.8%) of its butterfat and
two point six percent (2.6%) of its SNF through plant loss.

One explanation for yield loss in dairy plants is the sanitation requirements
of a modern dairy plant. The cleaning cycle for an evaporator and lines to
the dryer is four hours for every twenty hours of running time. The cleaning
cycle for the butter churn and accompanying cream and butter lines is eight
to twelve hours and occurs every three to four days. The cleaning cycle for
a dryer is thirty-six hours and is required about every month. A major
component of every dairy plant is the waste water treatment facility.

Costing as much as ten to fifteen percent of the cost of a dairy plant, these
waste treatment plants isolate dairy solids from plant operations before they
are discharged into waterways.

Land O’Lakes’ owns and operates a cheddar cheese facility in Kiel
Wisconsin. Farm to plant losses at Kiel are similar to the losses experienced
at Carlisle.

The 2003 Final Decision recognized the reality of farm to plant loss and
adjusted the yield coefficients of butterfat in cheese, protein, nonfat dry milk
and butter to reflect the fact that manufacturing plants pay for components at
farm weights and tests and receive a lesser volume at the plant. Evidence
from Land O’Lakes’ manufacturing plants confirms SNF and fat losses
between farm and plant, as well as the fact that amounts of fat and SNF are
lost before they are processed into products. It continues to be wholly
appropriate for shrinkage to be recognized in the product formulas.
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